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701—53.3(422) Capital loss carryback.

53.3(1) Capital losses shall be allowed or allowable for lowa corporation income tax purposes to
the same extent they are allowed or allowable for federal corporation income tax purposes. Capital los;
carrybacks shall be treated as an adjustment to federal taxable income to arrive at net allocable an
apportionable income.

a. Foraccrual-basis taxpayers the federal income tax refund shall not be accrued to the loss yea
but rather treated as a reduction in federal income tax paid in the carryback year.

b. Cash-basis taxpayers shall include the federal income tax refund in lowa taxable income in the
year received.

c. Where the taxpayer files a separate lowa corporation income tax return but files as part of a
federal consolidated income tax return, the portion of the federal refund due to a capital loss carrybacl
attributable to the taxpayer shall be calculated by computing the federal tax deduction in the carryback
year as follows:

Separate Company Income —

Separate Company Capital Consolidated

Loss Carryback X Federal Tax X 50%
Sum of the Incomes of Profit after Capital

Companies — Sum of Separate Loss Carryback

Company Capital Loss
Carrybacks to Profit
Companies

53.3(2) When the carryback year has both allocable and apportionable capital gains, the capital
loss carryback shall be applied pro rata on a percentage basis of the specific gain to the total gains

ExampLE: Assume a taxpayer has a 1973 capital loss carryback available of $2000. The loss would
be applied in the following manner:

1970 1970 1970
Total Capital Gain Allocable Gain Apportionable Gain
$16,000 $4,000 $12,000
Allocable gain —-$4,000
Total capital gain —-$16,000 = V4 or 25% of carryback

to allocable gain

1970 allocable capital gain after application of loss carryback:
$4,000 less ($2,000 25%) = $3,500 net allocable capital gain.

This rule is intended to implement lowa Code sections 422.35 and 422.37.

701—53.4(422) Net operating and capital loss carrybacks and carryoverH.the taxpayer has
both a net operating loss and a capital loss carryback to a prior tax year, the capital loss shall be carrie
back first and then the new operating loss offset against any remaining income.

This rule is intended to implement lowa Code section 422.35.
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701—53.5(422) Interest and dividends from federal securitieSee rule 701—40.2(422) for a dis-
cussion of the exempt status of interest and dividends from federal securities.
This rule is intended to implement lowa Code section 422.35.

701—53.6(422) Interest and dividends from foreign securities, and securities of state ahelir
political subdivisions. Interest and dividends from foreign securities and from securities of state and
their political subdivisions are to be included in lowa taxable income. Certain types of interest and
dividends, because of specific exemption, are not includable in income for federal tax purposes. To the
extent such income has been excluded for federal income tax purposes, unless the item of income is
specifically exempted from state taxation by the laws or constitution of lowa or of the United States, it
must be added to lowa taxable income. See rule 701—40.3(422) for a listing of obligations of the state
of lowa and its political subdivisions, the interest from which is exempt from lowa corporation income
tax. For the tax treatment of interest or dividends from regulated investment companies (mutual funds)
that invest in obligations of the type discussed in rule 701—40.3(422), see rule 701—40.52(422).

For tax years beginning on or after January 1, 1987, add dividends received from regulated invest-
ment companies exempt from federal tax under Section 852(b)(5) of the Internal Revenue Code and
subtract the loss on the sale or exchange of a share of a regulated investment company held for six
months or less to the extent the loss was disallowed under Section 852(b)(4)(B) of the Internal Revenue
Code.

This rule is intended to implement lowa Code section 422.35.

701—53.7(422) Safe harbor leaseBor tax years ending after January 1, 1981, deductions in deter-
mining federal taxable income for sale-leaseback agreements taken as a result of the application of
Section 168(f)(8) of the Internal Revenue Code shall be added in determining lowa taxable income to
the extent such deductions cannot be taken under provisions of Sections 162, 163 and 167 of the Inter-
nal Revenue Code. The lessor shall add depreciation and interest expense, and the lessee shall add
rental expense. When the deduction for depreciation is not allowed under a previous provision of this
rule, the lessee shall be allowed a deduction for depreciation on any property involved in a
sale-leaseback agreement. This depreciation shall be computed in accordance with Section 168(a) of
the Internal Revenue Code. Income received as a result of a sale-leaseback agreement shall be de-
ducted in determining lowa taxable income. The lessee shall deduct interest income and the lessor
shall deduct rentincome. Each lessor and lessee corporation shall include a copy of federal Form 6793
in its lowa corporation income tax return for the year in which a safe harbor lease is entered into.
This rule is intended to implement lowa Code section 422.35.

701—53.8(422) Additions to federal taxable income.

53.8(1) Disallowance of private club expenses.

a. Expenses incurred on or after July 1, 1991, through December 31, 1993, with respect to expen-
ditures made at, or payments to, a club which restricts membership or the use of its services or facilities
on the basis of age, sex, marital status, race, religion, color, ancestry, or national origin are disallowed
as a deduction and, therefore, must be added to federal taxable income. For the purposes of this rule,
restricting membership or use of services or facilities due to a legal age requirement is not considered to
be discrimination.
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b. Definitions for the purposes of this rule.

(1) The term'expenses’means those expenses otherwise deductible under Section 162(a) of the
Internal Revenue Code and includes, but is not limited to, club membership dues and assessment
food and beverage expenses, expenses for services furnished by the club, and reimbursements or sal
adjustments to officers or employees for any of the preceding expenses.

(2) The ternt‘club” means any nonprofit corporation or association of individuals which is the
owner, lessee, or occupant of a permanent building or part of a building, membership in which entails
the prepayment of regular dues, and which is not operated for a profit other than profits which would
accrue to the entire membership including, but not limited to, any chapter, aerie, parlor, lodge, or othel
local unit of an American national fraternal organization.

A club described in this rule holding an alcoholic beverage license pursuant to lowa Code chapter
123 must provide on each receipt furnished to a taxpayer a printed statement as follows: “The expendi
tures covered by this receipt are nondeductible for state income tax purposes.”

53.8(2) Losses from passive farming activiBor tax years beginning on or after January 1, 1986,
but before January 1, 1987, add the amount of combined losses from passive farming activity in exces
of $25,000.

a. Definitions.

1. The ternfpassive activity”"means an activity where the taxpayer’s corporate officers or em-
ployees do not materially participate in the activity or provide substantial personal services to the farm-
ing business.

2. The term$materially participate” and“provide substantial servicesthean participating in
the decisions involving the operations or management of the farm, actually working the farm with cor-
porate officers or employees, corporate headquarters on the farm, or hiring and discharging em-
ployees. Ataxpayer may materially participate in a farming activity when the taxpayer’s actual activi-
ties are on other than a full-time basis or when the taxpayer does not perform all necessary functions il
operating the farm. In this connection, the fact that the taxpayer utilizes contract services to accom:
plish day-to-day functions of the farm business does not preclude a finding that the taxpayer has mate
rially participated in the farming activity.

When the taxpayer’s activities with respect to a farming operation are not on a full-time basis, or the
taxpayer utilizes contract services to accomplish day-to-day functions of the farming business, no
single factor is determinative of whether the taxpayer materially participates in the farming operation.
However, physical work and participation in management decisions by corporate officers or em-
ployees are two principal factors to be considered. In order to be treated as materially participating due
to the latter factor, a corporate officer or employee must participate in the financial and management
decisions of the farming operation by regularly advising or consulting with other managing parties
with respect to management decisions and by regularly overseeing production activities of the farming
operation.

Factors which tend to indicate a lack of material participation or providing substantial services in-
clude lack of control of the management and operation of the farm, having authority only to discharge
the farm manager, having a farm manager who is an independent contractor rather than an employe:
and having limited liability for farm losses.

Alimited partner (as defined under applicable state law) is treated as not materially participating, or
providing substantial personal services, with respect to farming activity. Thus, unless the taxpayer is
also a general partner, there is, in effect, a conclusive presumption that the taxpayer has not materiall
participated in the activity.
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3. Theternffarming” is defined in Section 464(e)(1) of the Internal Revenue Code. This defini-
tion is incorporated in this rule for lowa corporation income tax purposes and is further defined. The
term “farming” means the cultivation of land or the raising or harvesting of any agricultural or horticul-
tural commodity, including the raising, shearing, feeding, caring for, training, and management of ani-
mals. For example, farming includes the raising of fish, poultry, bees, dogs, flowers, or vegetables.
Farming does not include the raising or harvesting of trees (other than fruit or nut-bearing trees). For
the purposes of this definition, the raising or harvesting of trees includes forestry (i.e., the care and
conservation of forests), the timber and logging industries, and the raising of trees for lumber or pulp.
Farming includes the raising or harvesting of plants grown for home decoration, aesthetic, or landscap-
ing purposes, including ornamental trees, Christmas trees, house plants that are called trees, and house
plants with tree-like qualities (such as scheffleras, Norfolk Island pines, ficus decova, weeping figs,
areca palms, and parlor palms).

b. Netlosses from passive farming activity deductible under Section 165 of the Internal Revenue
Code from businesses, rents, estates, and trusts except losses under Sections 1211 and 1231 of the In-
ternal Revenue Code are combined and netted against income from passive farming activity from busi-
nesses, rents, estates, and trusts to determine net income or loss from passive farming activity.

c. Aloss from passive farming activity which has been disallowed as a deduction in the current
tax year may be carried forward as a deduction allowable to passive farming activity in the first
succeeding tax year, provided that the first succeeding tax year begins before January 1, 1987.

53.8(3) Percentage depletiorkor tax years beginning on or after January 1, 1986, add the amount
that percentage depletion of an oil, gas, or geothermal well computed under Section 613 of the Internal
Revenue Code is in excess of cost depletion computed under Section 611 of the Internal Revenue
Code.

This rule is intended to implement lowa Code section 422.35 as amended by 1994 lowa Acts, Sen-
ate File 2215.

701—53.9(422) Gains and losses on property acquired before January 1, 19®/here property

was acquired prior to January 1, 1934, the basis as of January 1, 1934, for determining capital or other
gains or losses is the higher of cost, adjusted for depreciation allowed or allowable to January 1, 1934,
or fair market value as of that datgity NationalBank of Clinton v. lowa State Tax Commissi,

lowa 603, 102 N.W.2d 381 (1960).

If as a result of this provision a basis is to be used for purposes of lowa corporation income tax which
is different from the basis used for purposes of federal income tax, appropriate adjustment must be
made and detailed schedules supplied in the computation of lowa taxable income.

This rule is intended to implement lowa Code section 422.35.

701—53.10(422) Work opportunity tax and alcohol fuel creditWhere provided for in the Internal
Revenue Code, as detailed below, a deduction shall be allowed for the amount of credit to the extent
that the credit increased federal adjusted gross income.

53.10(1) For tax years beginning on or after January 1, 1977, the amount of credit allowable for
federal work opportunity tax credit as provided for in Section 51 of the Internal Revenue Code shall be
a deduction from lowa taxable income to the extent the credit increased income.
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53.10(2) For tax periods beginning on or after January 1, 1980, the amount of credit allowable for
the federal alcohol fuels credit as provided for in Section 40 of the Internal Revenue Code shall be &
deduction from lowa taxable income to the extent the credit increased income.

This rule is intended to implement lowa Code section 422.35 as amended by 1997 lowa Acts, Sen.
ate File 129.

701—53.11(422) Additional deduction for wages paid or accrued for work done in lowa logr-

tain individuals. For tax years beginning on or after January 1, 1984, a taxpayer which is considered to
be a small business corporation, as defined by subrule 53.11(2), is allowed a deduction for 50 percent
the first 12 months of wages paid or accrued during the tax years for work done in lowa for employees
first hired on or after January 1, 1984.

A handicapped individual domiciled in this state at the time of hiring.

An individual domiciled in this state at the time of hiring who meets any of the following conditions:

1. Has been convicted of a felony in this or any other state or the District of Columbia.

2. Is on parole pursuant to lowa Code chapter 906.

3. Is on probation pursuant to lowa Code chapter 907 for an offense other than a simple misde-
meanor.

4. Isin a work release program pursuant to lowa Code chapter 904.

An individual, whether or not domiciled in this state at the time of the hiring, who is on parole or
probation and to whom the interstate probation and parole compact under lowa Code chapter 913 ar
plies.

For tax years beginning on or after January 1, 1989, a taxpayer which is considered to be a smal
business corporation, as defined by subrule 53.11(2) is allowed a deduction for 65 percent not to ex
ceed $20,000 of the first 12 months of wages paid or accrued during the tax year for work done in lowa
for employees first hired after January 1, 1989, who meet the above criteria.

53.11(1) The additional deduction shall not be allowed for wages paid to an individual who was
hired to replace an individual whose employment was terminated within the 12-month period preced-
ing the date of first employment. However, if the individual being replaced left employment voluntari-
ly without good cause attributable to the employer or if the individual was discharged for misconductin
connection with the individual’s employment as determined by the lowa division of job service of the
department of employment services, the additional deduction shall be allowed.

The determination of whether an individual left employment voluntarily without good cause attrib-
utable to the employer or if the individual was discharged for misconduct is a factual determination
which must be made on a case-by-case basis.

53.11(2) The term “small business corporation” includes the operation of a farm but does not in-
clude the practice of a profession. The following conditions apply for the purpose of determining what
constitutes a small business corporation.
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a. A small business corporation shall not have had more than 20 full-time equivalent positions
during each of the 26 consecutive weeks within the 52-week period immediately preceding the date on
which the individual for whom an additional deduction for wages is taken was hired. Full-time equiva-
lent position means any of the following:

1. An employment position requiring an average work week of 40 or more hours;

2. An employment position for which compensation is paid on a salaried full-time basis without
regard to hours worked; or

3. An aggregation of any number of part-time positions which equal one full-time position. For
purposes of this subrule each part-time position shall be categorized with regard to the average number
of hours worked each week as a one-quarter, half, three-quarter, or full-time position, as set forth in the
following table:

Average Number of Weekly Hours Category

More than 0 but less than 15 Ya

15 or more but less than 25 Yo

25 or more but less than 35 %a

35 or more 1 (full-time)

b. A small business corporation shall not have more than $1 million in annual gross revenues or
after July 1, 1984, $3 million in annual gross revenues or as the average of the three preceding tax years.
“Annual gross revenues” means total sales, before deducting returns and allowances but after deduct-
ing corrections and trade discounts, sales taxes and excise taxes based on sales, as determined in accor-
dance with generally accepted accounting principles.

c. Asmall business corporation shall not be an affiliate or subsidiary of a business which is domi-
nantin its field of operation. “Dominant in its field of operation” means having more than 20 full-time
equivalent employees and more than $1 million of annual gross revenues or after July 1, 1984, $3 mil-
lion of annual gross revenues or as the average of the three preceding tax years. “Affiliate or subsidiary
of abusiness dominantinits field of operations” means a business which is at least 20 percent owned by
a business dominant in its field of operation, or by partners, officers, directors, majority stockholders,
or their equivalent, of a business dominant in that field of operation.

d. “Operation of afarm” means the cultivation of land for the production of agricultural crops, the
raising of poultry, the production of eggs, the production of milk, the production of fruit or other horti-
cultural crops, grazing or the production of livestock. Operation of a farm shall notinclude the produc-
tion of timber, forest products, nursery products, or sod and operation of a farm shall not include a con-
tract where a processor or distributor of farm products or supplies provides spraying, harvesting or
other farm services.

e. “The practice of a profession” means a vocation requiring specialized knowledge and prepara-
tion including but not limited to the following: medicine and surgery, podiatry, osteopathy, osteopathic
medicine and surgery, psychology, psychiatry, chiropractic, nursing, dentistry, dental hygiene, optom-
etry, speech pathology, audiology, pharmacy, physical therapy, occupational therapy, mortuary sci-
ence, law, architecture, engineering and surveying, and accounting.
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53.11(3) Definitions.

a. The ternthandicapped personmeans any person who has a physical or mental impairment
which substantially limits one or more major life activities, has a record of such impairment, or is re-
garded as having such an impairment.

The term handicapped does notinclude any person who is an alcoholic or drug abuser whose currer
use of alcohol or drugs prevents the person from performing the duties of employment or whose em-
ployment, by reason of current use of alcohol or drugs, would constitute a direct threat to the property
or the safety of others.

b. The term‘physical or mental impairmentineans any physiological disorder or condition,
cosmetic disfigurement, or anatomical loss affecting one or more of the following body systems: neu-
rological; musculoskeletal; special sense organs; respiratory, including speech organs; cardiovasculal
reproductive; digestive; genitourinary; hemic and lymphatic; skin and endocrine; or any mental or psy-
chological disorder, such as mental retardation, organic brain syndrome, emotional or mental illness
and specific learning disabilities.

c. The term"major life activities” means functions such as caring for one’s self, performing
manual tasks, walking, seeing, hearing, speaking, breathing, learning, and working.

d. Theternthas arecord of such impairmentheans has a history of, or has been misclassified
as having, a mental or physical impairment that substantially limits one or more major life activities.

e. The term'is regarded as having such an impairmemifeans:

1. Has a physical or mental impairment that does not substantially limit major life activities but
that is perceived as constituting such a limitation;

2. Has a physical or mental impairment that substantially limits major life activities only as a re-
sult of the attitudes of others toward such impairment; or

3. Has none of the impairments defined as physical or mental impairments, but is perceived as
having such an impairment.

f.  Theternf'successfully completing a probationary perioutitludes those instances where the
employee quits without good cause attributable to the employer during the probationary period or was
discharged for misconduct during the probationary period.

g. The ternt'probationary period” means the period of probation for newly hired employees, if
the employer has a written probationary policy. If the employer has no written probationary policy for
newly hired employees, the probationary period shall be considered to be six months from the date o
hire.

53.11(4) If a newly hired employee has been certified as either a vocational rehabilitation referral
or an economically disadvantaged ex-convict for purposes of qualification for the targeted jobs tax
credit under Section 51 of the Internal Revenue Code, that employee shall be considered to have m
the qualifications for the additional wage deduction.

A vocational rehabilitation referral is any individual certified by a state employment agency as hav-
ing a physical or mental disability which, for the individual, constitutes or results in a substantial handi-
cap to employment. In addition, the individual must have been referred to the employer after comple-
tion or while receiving rehabilitation services pursuant to either a state or federal approved vocational
rehabilitation program.

For all other newly hired employees, the employer has the burden of proof to show that the em-
ployees meet the qualifications for the additional wage deduction.
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53.11(5) The taxpayer shall include a schedule with the filing of its tax return showing the name,
address, social security number, date of hiring and wages paid of each employee for which the taxpayer
claims the additional deduction for wages.

53.11(6) If the employee for which an additional deduction for wages was allowed fails to success-
fully complete a probationary period and the taxpayer has already filed an lowa corporation income tax
return taking the additional deduction for wages, the taxpayer shall file an amended return adding back
the additional deduction for wages. The amended return shall state the name and social security num-
ber of the employee who failed to successfully complete a probationary period.

53.11(7) For tax years ending after July 1, 1990, a taxpayer who did not qualify for the additional
deduction for wages paid or accrued for work done in lowa by certain individuals set forth above is
allowed an additional deduction of 65 percent not to exceed $20,000 of the first 12 months of wages
paid or accrued for work done in lowa for employees first hired on or after July 1, 1990, if the new
employee is:

a. Anindividual domiciled in this state at the time of the hiring who meets any of the following
conditions:

(1) Has been convicted of a felony in this or any other state or the District of Columbia.

(2) Is on parole pursuant to lowa Code chapter 906.

(3) Is on probation pursuant to lowa Code chapter 907, for an offense other than a simple misde-
meanor.

(4) Isin a work release program pursuant to lowa Code chapter 904, division IX.

b. Anindividual, whether or not domiciled in this state at the time of the hiring, who is on parole
or probation and to whom the interstate probation and parole compact under lowa Code section 907A.1
applies.

The additional deduction is not allowed for wages paid to an individual who was hired to replace an
individual whose employment was terminated within the 12-month period preceding the date of first
employment. However, if the individual being replaced left employment voluntarily without good
cause attributable to the employer or if the individual was discharged for misconduct in connection
with the individual’s employment as determined by the lowa division of job service of the department
of employment services, the additional deduction is allowed.

The determination of whether an individual left employment voluntarily without good cause attrib-
utable to the employer or if the individual was discharged for misconduct is a factual determination
which must be made on a case-by-case basis.

The taxpayer must include a schedule with the filing of its tax return showing the name, address,
social security number, date of hiring, and wages paid of each employee for whom the taxpayer claims
the additional deduction for wages.

If the employee for whom an additional deduction for wages was allowed fails to successfully com-
plete a probationary period and the taxpayer has already filed an lowa corporation income tax return
taking the additional deduction for wages, the taxpayer must file an amended return adding back the
additional deduction for wages. The amended return must state the name and social security number of
the employee who failed to successfully complete a probationary period.

This rule is intended to implement lowa Code sections 16.1 and 422.35.

701—53.12(422) Federal income tax deductiofiFederal income taxes” shall mean those income
taxes paid or payable to the United States Government and shall not include taxes paid or payable or
taxes deemed to have been paid to a foreign co@arystruction Productsnc. v. Briggs, State Board

of Tax Reviewzase No. 25, February 1, 1972, “Federal income taxes” includes the federal alternative
minimum tax. For tax years beginning on or after January 1, 1990, and before January 1, 1996, “federal
income taxes” includes the federal environmental tax. Because the federal environmental tax is de-
ducted in computing federal taxable income and lowa Code subsection 422.35(4) only allows a deduc-
tion for 50 percent of the federal income tax paid or accrued, the federal environmental tax deducted in
computing federal taxable income must be added to federal taxable income.
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53.12(1) Cash basis taxpayer.

a. When a taxpayer is reporting on the cash basis, 50 percent of the amount of federal income
taxes actually paid during the taxable period is allowable as a deduction, whether or not such taxe:
represent the preceding year’s tax or additional taxes for prior years. Fifty percent of a federal tax re-
fund shall be reported as income in the year received.

b. A corporation reporting on the cash basis may deduct 50 percent of the federal income tax on
the accrual basis if an election is made upon filing the first return. If the corporation claims an accrual
deduction on the first return, it shall be considered as an election. Once the election is made, the corpc
ration may change the basis of federal income tax deduction only with the permission of the director. If
a change in accounting method is approved or required by the Internal Revenue Service, the director i
deemed to have approved the change in the basis of the federal tax deduction.

c. Thefederalincome tax deduction during the transitional period following a change in account-
ing method from cash to accrual is the accrual deduction in the year of change, plus any cash paymel
of federal income tax paid in the year of the change for the tax year prior to the change in accounting
method, reduced by a refund of federal income tax paid for the tax year prior to the year of the change ir
accounting method received in the year of the change. For the year of change and years subsequent
the year of the change, the deduction shall be the accrual deduction plus any federal income tax paid fc
atax year prior to the year of change as a result of an amended federal return or federal audit, reduced |
any refund of federal income tax paid for a tax year prior to the year of the change in accounting meth:-
od.

d. Thefederal income tax deduction during the transitional period following a change in account-
ing method from accrual to cash is the cash deduction in the year of change, plus any cash payment
federal estimated income tax paid in the year prior to the year of the change for the year of the change
Any refund of federal income tax from a tax year prior to the year of the change received in the year of
the change or in a subsequent year is properly accrued to the prior tax year. Any payment of federe
income tax due to an amended return or federal audit for a tax year prior to the year of the change mac
in the year of the change or a subsequent year is accrued to that prior tax year. (For information or
amended returns, see 701—subrule 52.3(4).)

53.12(2) Accrual basis taxpayer.

a. The amount of federal income tax to be allowed as a deduction for an accrual basis taxpayer is
limited to 50 percent of the actual federal income tax liability for that year.

b. Additional federal income taxes and refunds of federal income taxes (except for 58"12(2)
shall be a part of the tax liability accrued for such prior years.

c. Refunds resulting from net operating loss carrybacks, investment credit carrybacks, unused
excess profits tax credits, and similar items shall be included in income for lowa corporation income
tax purposes in the year in which such refunds are legally accrued.

53.12(3) Rescinded, effective February 2, 1977.

53.12(4) Consolidated federal income tax allocation.

a. When a corporation joins with at least one other corporation in the filing of a consolidated fed-
eral income tax return, the allowable deduction shall be 50 percent of the consolidated federal income
tax liability allocable to that corporation. The allocation of the consolidated federal income tax shall be
determined as follows: The net consolidated federal income tax liability is multiplied by a fraction, the
numerator of which is the taxpayer’s federal taxable income as computed on a separate basis, and tt
denominator of which is the total federal taxable incomes of each corporation included in the consoli-
dated return. If the computation of the taxable income of a member results in an excess of deduction
over gross income such member’s taxable income shall beSibiey State Bank v. Bair, State Board
of Tax ReviewDocket No. 182, May 26, 197&ternorth, Inc., and Northern Propane Gas Company
v. lowa State Board of Tax Revidowa Department of Revenue and Gerald D. Bair, Director of Reve-
nue,333 N.W.2d 471 (lowa 1983).
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b. If a corporation joins with at least one other corporation in the filing of a consolidated federal
income tax return, the federal income tax deduction allowed the lowa taxpayer shall not exceed 50
percent of the consolidated federal income tax liability.

This rule is intended to implement lowa Code section 422.35.

701—53.13(422) lowa income taxe$owa corporation income taxes paid or accrued during the tax
year as may be applicable under the method of filing are permissible deductions for federal corporation
income tax purposes, but are not for purposes of determining lowa net taxable income. To the extent
taxes were deducted in the determination of federal taxable income, they shall be added to federal tax-
able income for lowa corporation income tax purposes. Refunds of lowa income tax to the extent that
the refunds were included in the determination of federal taxable income shall be subtracted from fed-
eral taxable income.

This rule is intended to implement lowa Code section 422.35.

701—53.14(422) Method of accounting, accounting period.he return shall be computed on the

same basis and for the same accounting period as the taxpayer’s return for federal corporation income

tax purposes. Permission to change accounting methods or accounting periods for corporation tax pur-

poses is not required provided the taxpayer furnishes the department with a copy of the federal consent.
This rule is intended to implement lowa Code section 422.35.

701—53.15(422) Consolidated returns.

53.15(1) Definition. The term “common parent” as used in these rules shall have the same general
meaning as when used in the federal income tax regulation. However, where the common parent is not
subject to the lowa income tax because of the provisions of 701—subrule 52.1(1) or because of specif-
ic exemption under lowa Code section 422.34, the common parent shall designate as the agent for the
affiliated group, one of its subsidiaries subject to the lowa income tax and shall notify the director of the
same in writing. Where the common parent has designated one of its subsidiaries to act as agent for the
affiliated group, reference in this rule to “common parent” shall mean the designated agent.

Unless otherwise distinctly expressed, the terms used in this rule shall have the same meaning as
when used in a comparable context in the federal income tax regulations for consolidated returns ex-
cept for determining whether an affiliated group had exercised its privilege of filing a consolidated
return. All references to the “commissioner” or “district director” in the federal regulations shall be
construed to mean the director for purposes of the lowa rules.

a. Anaffiliated group of corporations which did not file a consolidated return for the immediately
preceding taxable year may file a consolidated return in lieu of separate returns for the taxable year.
Each corporation which is subject to the lowa corporation income tax or is unitary with a member
which is subject to the lowa corporation income tax and has been a member during any part of the tax-
able year for which the consolidated return is to be filed must consent (as provided in paragraph
53.15(1Yd" ) to the filing of the consolidated return. For tax years beginning on or after July 1, 1992,
only those members of the affiliated group of corporations which are subject to the lowa corporation
income tax may be included in the lowa consolidated return. If the statutory change in the members of
an affiliated group of corporations which may be included in an lowa consolidated income tax causes a
change in the members of the affiliated group actually included in the lowa consolidated income tax
return for the previous tax year, the taxpayer may discontinue filing a consolidated lowa corporation
income tax return for the first tax year beginning on or after July 1, 1992.
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b. If a group wishes to exercise its privilege of filing a consolidated return, the consolidated re-
turn must be filed not later than the date prescribed by lowa Code section 422.21 (including extension:s
of time) for the filing of the common parent’s return. The consolidated return may not be withdrawn
after the last day for filing (including extensions of time) but the group may change the basis of its
return at any time prior to the last day.

c. The consolidated return shall be made on Form |A-1120 for the group by the common parent
corporation. The common parent corporation of the group must attach a copy of the federal Form 851
(Affiliations Schedule) to the consolidated return.

d. Ifagroup wishes to exercise its privilege of filing a consolidated return, each subsidiary must
consent to the filing of the consolidated return for the year. The subsidiaries must consent to the filing
of an lowa consolidated return by joining in the filing of an lowa consolidated return on or before the
due date (including any extensions of time). If both separate and consolidated returns are filed on o
before the due date (including any extensions of time), the latest returns filed will be considered as the
taxpayers’ election in regards to the filing of separate or consolidated returns.

e. The common parent, for all purposes other than the making of the consent required by subrule
53.15(1)a,” shall be the sole agent for each subsidiary in the group, duly authorized to act in its own
name in all matters relating to the tax liability for the consolidated return year. No subsidiary shall have
authority to act for or to represent itself in any matter. The provisions of this paragraph shall apply
whether or not a consolidated return is made for any subsequent year and whether or not one or moi
subsidiaries have become or have ceased to be members of the group at any time. If a subsidiary h
ceased to be a member of the group and if the subsidiary files written notice of the cessation with the
director, then upon request of the subsidiary, the director will furnish it with a copy of any notice of
deficiency in respect of the tax for a consolidated return year for which it was a member. The filing of
the written notification and request by a corporation shall not have the effect of limiting the scope of the
agency of the common parent.

f.  Unless the director agrees to the contrary, an agreement entered into by the common paren
extending the time within which a notice of deficiency may be issued, or alevy or a proceeding in court
begun in respect of the tax for a consolidated return year shall be applicable to each corporation whicl
was a member of the group during any part of the taxable year and to each corporation, the income c
which was included in the consolidated return for the taxable year, notwithstanding that the liability of
the corporation is subsequently computed on the basis of a separate return under these rules.

g. If the common parent corporation contemplates dissolution, or is about to be dissolved, or if
for any other reason its existence is about to terminate, it shall forthwith notify the director of that fact
and designate another member to act as its agent in its place to the same extent and subject to the sa
conditions and limitations as are applicable to the common parent. If this notice is not given by the
common parent, the remaining members may, subject to the approval of the director, designate anothe
member to act as agent, and notice of the designation shall be given to the director. Until a notice ir
writing designating a new agent has been approved by the director, any notice of deficiency or othet
communications mailed to the common parent shall be considered as having been properly mailed t
the agent of the group. Ifthe director has reasons to believe that the existence of the common parent h,
terminated, the director may, if deemed advisable, deal directly with any member in respect of its liabil-

ity.
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53.15(2) When director may require consolidated retuimaccordance with the provisions of rule
53.15(422), the director may require a consolidated return for those members of an affiliated group of
corporations which would be eligible to elect to consolidate their incomes under lowa Code section
422.37 if the filing of separate returns for such corporations would improperly reflect the taxable in-
comes of said corporations or of said group.

53.15(3) Discontinuance of filing consolidated returns.

a. An affiliated group which filed (or was required to file) a consolidated return for the immedi-
ately preceding taxable year is required to file a consolidated return for the taxable year unless it is
allowed to discontinue filing consolidated returns, or unless a federal consolidated return is not filed by
the group.

b. Inthe eventthat a consolidated filing for lowa tax purposes is discontinued for any reason, the
common parent shall so notify the department by letter. The mere filing of separate returns does not, in
itself, constitute sufficient notice.

c. The following constitute factors for determining when consolidated filing for lowa tax pur-
poses can be discontinued:

1. Ifthefiling of separate returns will more clearly disclose the taxable income of each member of
the affiliated group. Corporations should note that such determination is vested in the director. There-
fore, corporations should make application to the director within a reasonable time prior to the due date
of the return (including extensions of time). Normally, this would be not later than 90 days prior to said
due date. The application should set forth in detail the taxable income on both a consolidated and sepa-
rate basis together with the reasons why separate returns would more clearly disclose lowa taxable
income. The mere fact that the consolidated tax liability is greater or less than the combined separate
liabilities is not, of itself, a ground for discontinuance of consolidated filing.

2. If one or more of the members of the affiliated group cease to be subject to lowa corporate
income tax or cease to have operations which constitute a part of the unitary business of one or more
members subject to the lowa tax, consolidation may be discontinued in whole or in part.

3. If one or more of the members of the affiliated group change in character so that they are no
longer taxable under the lowa corporate income tax law.

ExampLE: Common parent A is a manufacturer. Subsidiary B is a company engaged in small loans.
A and B file consolidated lowa returns. In a subsequent taxable year, B changes its business by surren-
dering its small loan company license and obtains a state bank charter. Even though A and B continue
to file federal consolidated returns, B is now a corporation exempt from tax under lowa Code section
422.34. Therefore A and B should discontinue filing lowa consolidated returns.

4. If the affiliated group is purchased by another corporation or affiliated group so that after the
purchase the stockholders own less than 50 percent of the fair market value of all classes of outstanding
stock of the new corporation or affiliated group then the old group must discontinue filing lowa consol-
idated returns. The new group may exercise its privilege of filing a consolidated return.

d. Ifagroup is allowed to discontinue filing consolidated returns for any taxable year, then each
member of the affiliated group subject to lowa tax must file a separate return for such year on or before
the last day prescribed by law (including extensions of time) for the filing of the consolidated return for
such year.

e. Agroup shall be considered as remaining in existence, for the purposes of the Code, in accor-
dance with the rules prescribed in Treasury Regulation Section 1.1502-75(d).
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f.  If a consolidated return erroneously includes the income of one or more corporations which
were not members of the group at any time during the consolidated return year, the tax liability of such
corporations will be determined upon the basis of separate returns (or a consolidated return of anothe
group, if paragraph 53.15(t) or 53.15(3)a” applies) and the consolidated return will be consid-
ered as including only the income of the corporations which were members of the group during that
taxable year.

g. Inany case in which amounts have been assessed and paid upon the basis of a consolidate
return, and where the tax liability of one or more of the corporations included in the consolidated return
is to be computed in the manner described in paragraph 53fI'5(BE amounts so paid shall be allo-
cated between the group composed of the corporations properly included in the consolidated returt
and each of the corporations, whose tax liability is to be computed on a separate basis (or on the basis
a consolidated return of another group) in such manner as the corporations which were included in the
consolidated return, and where the tax liability of one or more of the corporations included absence of
an agreement, the tax liability of the group shall be allocated under subrule 53.12(4).

h. The taxable year of members of the group, including rules for changing the parent’s taxable
year, income to be included in the separate returns, and the time for making separate returns for perioc
notincluded in a consolidated return for the purposes of the lowa Code, shall be in accordance with the
rules prescribed in Treasury Regulation Section 1.1502-76(a)-(c).

53.15(4) Determination of consolidated lowa income.

a. Unless otherwise provided by these rules or manifestly inconsistent with the provisions of the
lowa Code, the consolidated taxable income for a consolidated return year under the lowa Code sha
be determined in the same manner and under the same procedures, including intercompany adjus
ments and eliminations, as are required by the federal income tax regulations in the case of a feder:
consolidated return.

b. If the lowa affiliated group differs in its members from the federal affiliated group, such non-
qualifying member(s) shall not be considered includable corporations and all computations hereunde
shall be made as if such member(s) were not members of the affiliated group. The consolidated federe
income tax liability shall be allocated between includable corporations and nonincludable corpora-
tions by subrule 53.12(4).

c. The apportionment provisions of lowa Code section 422.33 shall be taken into account by an
affiliated group doing business within and without lowa. All members of an affiliated group which join
in the filing of an lowa consolidated return shall determine the portion of the consolidated net income
earned within and without lowa by the same method. All intercompany transactions shall be elimi-
nated in the determination of the apportionment factors.

The gross receipts of each corporation which joins in the filing of an lowa consolidated corporation
income tax return shall be included in the computation of the business activity ratio. The gross receipts
of each corporation shall be included in the numerator of the business activity ratio to the extent that it
has nexus in lowa and its gross receipts are not eliminated by intercompany adjustments and are col
sidered lowa gross receipts by rules 701—54.2(422) to 54.8(422). The gross receipts of each corporz
tion shall be included in the denominator of the business activity ratio to the extent its gross receipts are
not eliminated by intercompany adjustments.
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53.15(5) SchedulesSupporting schedules shall be filed with the consolidated return. The state-
ment of gross income and deductions and other schedules required for each corporation shall be pre-
pared and filed in columnar form so that the details of the items of gross income, deductions, and cred-
its for each member may be readily ascertained. A column shall also be provided giving effect to any
eliminations and adjustments. The items included in the column for eliminations and adjustments
should be symbolized to identify contra items affected, and suitable explanations appended, if neces-
sary. Similar schedules shall contain in columnar form a reconciliation of retained earnings for each
corporation, together with a reconciliation of consolidated retained earnings. Consolidated balance
sheets at the beginning and close of the taxable year of the group shall accompany the consolidated
return prepared in a form similar to that required for other schedules. Transactions with a subsidiary
which is not included as part of the lowa consolidated return shall not be considered as intercompany
transactions for elimination purposes in computing the consolidated lowa taxable income for the re-
turn period.

53.15(6) Liability for tax.

a. Except as provided in paragraph 53.18{8) the common parent corporation and each sub-
sidiary subject to the lowa corporation income tax which was a member of the affiliated group during
any part of the consolidated return year shall be severally liable for the tax for the year computed in
accordance with lowa Code chapter 422, on or before the due date (not including extensions of time)
for the filing of the consolidated return for that year.

b. Ifasubsidiary has ceased to be a member of the group and if the cessation resulted from a bona
fide sale or exchange of its stock for fair value and occurred prior to the date upon which any deficiency
is assessed, the director may make an assessment and collection of the deficiency from the former sub-
sidiary in an amount not exceeding the portion of the deficiency which the director may determine to be
allocable to it. If the director makes assessment and collection of any part of a deficiency from the
former subsidiary, then for purposes of any credit or refund of the amount collected from the former
subsidiary the agency of the common parent under the provisions of paragraph %8.18{al not
apply.

c. No agreement entered into by one or more members of the affiliated group with any other
member of the group shall in any case have the effect of reducing the liability prescribed under this
subrule.

53.15(7) Computation of contributionComputation of a separate corporation’s contribution to
consolidated income or net operating loss subject to lowa tax for purposes of net operating loss carry-
over and carryback limitations shall be as follows:

A c D £ separate corporation contribution to
— X X — + = . . .
B A consolidated income subject to lowa tax.

A = Separate corporation gross sales within and without lowa after elimination of all intercompany
transactions.

B = Consolidated gross sales within and without lowa after elimination of all intercompany transac-
tions.

C = lowa consolidated net income subject to apportionment.

D = Separate corporation gross sales within lowa after elimination of all intercompany transactions.

E = Separate corporation income allocable to lowa.
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53.15(8) Limitations on net operating loss carryover and carryback.

a. Definitions.

(1) Theterm “separate return year” means a year in which a corporation filed a separate return anc
also a year for which it joined (or was required to join) in the filing of an lowa consolidated return by
another affiliated group.

(2) The term “separate return limitation year” means any separate return year of a member of the
group or of a predecessor of the member.

b. Limitation on net operating loss carryovét.net operating loss from a separate return limita-
tion year of a member of the group may be carried over only to the extent that the member contributec
to the lowa consolidated taxable income as computed under subrule 53.15(7). A net operating los:
carryover from a separate return limitation year cannot create or increase a consolidated net operatin
loss which is carried back.

A consolidated net operating loss may be carried over to a consolidated return year without limita-
tion even though in the carryover year the affiliated group contains members which were not members
of the group in the loss year.

If a member of the affiliated group in the loss year leaves the group through the sale of its stock or
because it is now a corporation exempt from tax under lowa Code section 422.34, its share, as dete
mined by subrule 53.15(7), of the unabsorbed consolidated net operating loss at the end of the consol
dated return year during which the member left the group or became exempt from tax may not be car
ried forward to a subsequent consolidated return.

c. Limitation on net operating loss carryback member’s share of an lowa consolidated net
operating loss as computed under subrule 53.15(7) must be carried back to a separate return year, u
less the affiliated group elected to carry the net operating loss forward. However, if the member was
not in existence in the carryback year but had been a member of the group for every tax year of its exis
tence, its share of the lowa consolidated loss may be carried back to a separate return year of the cor
mon parent.

If a consolidated net operating loss is carried back to a consolidated return year and all members o
the affiliated group are the same in the carryback year as in the loss year, the consolidated net operatir
loss may be carried back without limitation. If there are members of the affiliated group in the loss year
which were not members in the carryback year, then the formula in subrule 53.15(7) must be used tc
determine the portion of the consolidated net operating loss attributable to the members in existence i
the carryback year and which may be carried back. Any member of the affiliated group which was a
member of the loss-year affiliated group which has been a member of the group since its formation will
be regarded as having been a member of the group in the carryback year even though it was not then
existence. A merger or liquidation of members within the affiliated group will be disregarded in deter-
mining whether there has been a change in the group between the loss year and the carryback yea

The amount of net operating loss that may be carried back from a separate return year to a consol
dated return year is limited to the extent that the former member contributed to the lowa consolidatec
taxable income as computed under subrule 53.15(7).

This rule is intended to implement lowa Code sections 422.35 and 422.37 as amended by 1992 low:
Acts, Second Extraordinary Session, Senate File 2393.
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701—53.16(422) Federal rulings and regulationdn determining whether “taxable income,” “net
operating loss deduction” or any other deductions are computed for federal tax purposes under, or have
the same meaning as provided by, the Internal Revenue Code, the department will use applicable rul-
ings and regulations that have been duly promulgated by the Commissioner of Internal Revenue, un-
less the director has created rules and regulations or has exercised discretionary powers as prescribed
by statute which call for an alternative method for determining “taxable income,” “net operating loss
deduction,” or any other deductions, or unless the department finds that an applicable Internal Revenue
ruling or regulation is unauthorized according to the lowa Code.

This rule is intended to implement lowa Code section 422.35.

701—53.17(422) Depreciation of speculative shell buildings.

53.17(1) For tax years beginning on or after July 1, 1992, speculative shell buildings constructed or
reconstructed after that date may be depreciated as 15-year property under the accelerated cost recov-
ery system of the Internal Revenue Code. If the taxpayer has deducted depreciation on the speculative
shell building on the taxpayer’s federal income tax return, that amount of depreciation must be added to
the federal taxable income in order to deduct depreciation under this rule.

53.17(2) On sale or other disposition of the speculative shell building, the taxpayer must report on
the taxpayer’s lowa corporation income tax return the same gain or loss reported on the taxpayer’s fed-
eral corporation income tax return. If, while owned by the taxpayer, the building is converted from a
speculative shell building to another use, the taxpayer must deduct the same amount of depreciation on
the taxpayer’s lowa tax return as is deducted on the taxpayer’s federal tax return.

53.17(3) For the purposes of this rule, the term “speculative shell building” means a building as
defined in lowa Code section 427.1, subsection 41.

This rule is intended to implement lowa Code section 422.35.

701—53.18(422) Deduction of multipurpose vehicle registration feEor tax years beginning on or
after January 1, 1992, corporations may claim a deduction for 60 percent of the amount of the registra-
tion fee paid for a multipurpose vehicle under lowa Code section 321.124, subsection 3, paragraph
“h.” In order to qualify for this deduction, no part of the multipurpose vehicle registration fee may
have been deducted as an ordinary and necessary business expense.

This rule is intended to implement lowa Code section 422.35.

701—53.19(422) Deduction of foreign dividends-or tax years beginning on or after January 1,
1992, corporations may claim a deduction based on percentage of ownership as set forth in Section 243
of the Internal Revenue Code for foreign dividends including Subpart F income as defined in Section
952 of the Internal Revenue Code. 8e&ft General Foods, Inc. v. lowa Department of Revenue and
Finance 505 U.S. __ , 120 L.Ed 59, 112 S.Ct. 2365 (1992).

This rule is intended to implement lowa Code section 422.35.
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701—53.20(422) Employer social security credit for tipsEmployers in the food and beverage in-
dustry are allowed a credit under Section 45B of the Internal Revenue Code for a portion of the socia
security taxes paid or incurred after 1993 on employee tips. The credit is equal to the employer’s FICA
obligation attributable to tips received which exceed tips treated as wages for purposes of satisfying
minimum wage standards of the Fair Labor Standards Act. The credit is allowed only for tips received
by an employee in the course of employment from customers on the premises of a business for whicl
the tipping of employees serving food or beverages is customary. To the extent that an employer take
the credit for a portion of the social security taxes paid or incurred, the employer’s deduction for the
social security tax is reduced accordingly. For lowa income tax purposes, the full deduction for the
social security tax paid or incurred is allowed for tax years beginning on or after January 1, 1994. No
social security tax credit is allowed on the lowa corporation income tax return.

This rule is intended to implement lowa Code section 422.35 as amended by 1995 lowa Acts, chap:
ter 152.

701—53.21(422) Deduction of gifts, grants, or donations:or tax years ending on or after July 1,
1998, to the extent that any gift, grant, or donation to the endowment fund of the lowa educational sav-
ings plan trust made on or after that date has not been deducted in computing federal taxable income
the amount may be deducted for lowa income tax purposes.
This rule is intended to implement lowa Code section 422.35 as amended by 1998 lowa Acts, House
File 2119.
[Filed 12/12/74]
[Filed emergency 1/6/76, Notice 12/1/75—published 1/26/76, effective 1/6/76]
[Filed 12/10/76, Notice 9/22/76—published 12/29/76, effective 2/2/77]
[Filed 9/18/78, Notice 7/26/78—published 10/18/78, effective 11/22/78]
[Filed 12/7/79, Notice 10/31/79—published 12/26/79, effective 1/30/80]
[Filed emergency 7/17/80—published 8/6/80, effective 7/17/80]
[Filed 12/5/80, Notice 10/29/80—published 12/24/80, effective 1/28/81]
[Filed 11/20/81, Notice 10/14/81—published 12/9/81, effective 1/13/82]
[Filed 10/22/82, Notice 9/15/82—published 11/10/82, effective 12/15/82]
[Filed emergency 1/19/83—published 2/16/83, effective 1/19/83]
[Filed emergency 6/3/83—published 6/22/83, effective 6/3/83]
[Filed 2/10/84, Notice 1/4/84—published 2/29/84, effective 4/5/84]
[Filed 3/23/84, Notice 2/15/84—published 4/11/84, effective 5/16/84]
[Filed 7/27/84, Notice 6/20/84—published 8/15/84, effective 9/19/84]
[Filed 8/22/86, Notice 7/16/86—published 9/10/86, effective 10/15/86]
[Filed 9/5/86, Notice 7/30/86—published 9/24/86, effective 10/29/86]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]
[Filed 10/16/87, Notice 9/9/87—published 11/4/87, effective 12/9/87]
[Filed 1/7/88, Notice 12/2/87—published 1/27/88, effective 3/2/88]
[Filed 2/5/88, Notice 12/30/87—published 2/24/88, effective 3/30/88]
[Filed 8/16/89, Notice 7/12/89—published 9/6/89, effective 10/11/89]
[Filed 9/29/89, Notice 8/23/89—published 10/18/89, effective 11/22/89]
[Filed 10/27/89, Notice 9/20/89—published 11/15/89, effective 12/20/89]
[Filed 8/3/90, Notice 6/27/90—published 8/22/90, effective 9/26/90]
[Filed 9/13/90, Notice 8/8/90—published 10/3/90, effective 11/7/90]
[Filed 1/17/91, Notice 12/12/90—published 2/6/91, effective 3/13/91]
[Filed 11/7/91, Notice 10/2/91—published 11/27/91, effective 1/1/92]

0Two ARCs



Ch 53, p.20 Revenue and Finance[701] IAC 12/15/99

[Filed 1/17/92, Notice 12/11/91—published 2/5/92, effective 3/11/92]
[Filed 7/2/92, Notice 5/27/92—published 7/22/92, effective 8/26/92]
[Filed 9/11/92, Notice 8/5/92—published 9/30/92, effective 11/4/92]
[Filed 9/23/92, Notice 8/19/92—published 10/14/92, effective 11/18/92]
[Filed 4/9/93, Notice 3/3/93—published 4/28/93, effective 6/2/93]
[Filed 9/23/94, Notice 8/17/94—published 10/12/94, effective 11/16/94]
[Filed 1/12/95, Notice 12/7/94—published 2/1/95, effective 3/8/95]
[Filed 2/24/95, Notice 1/4/95—published 3/15/95, effective 4/19/95]
[Filed 12/1/95, Notice 10/25/95—published 12/20/95, effective 1/24/96]
[Filed 9/19/97, Notice 8/13/97—published 10/8/97, effective 11/12/97]
[Filed 10/17/97, Notice 9/10/97—published 11/5/97, effective 12/10/97]
[Filed 5/1/98, Notice 3/25/98—published 5/20/98, effective 6/24/98]
[Filed 8/5/98, Notice 7/1/98—published 8/26/98, effective 9/30/98]
[Filed 11/24/99, Notice 9/22/99—published 12/15/99, effective 3/29/00]



